In this paper we study the evolution of income inequality for employees and self-employed workers. We highlight the importance of separately analyzing these different sources of income to gain a broader understanding of inequality. Using Spanish panel data on income and consumption from the ECPF for the period 1987-96, we decompose income shocks into a permanent and a transitory component. We find that there are noticeable differences in the evolution of income inequality, as well as in the relative importance of the permanent and transitory components across these groups. Our results point that the evolution of inequality can be basically explained by movements in the transitory component of income for the self-employed, while for the employees it is mainly driven by the permanent component, specially at the end of the period. Given these disparities, it seems that these two sources of income should be studied separately and that different policies are suitable for each group.
Introduction
The evolution of income inequality has been widely analyzed in the literature over the last years. The existing literature is predominantly from US and UK data (Gottschalk and Moffit, 1995 , Blundell and Preston, 1998 . Many of these studies have used either income or income and consumption data to identify the contribution of permanent and transitory shocks to the variation in inequality. Accounting for these two different sources of risk is crucial since they have very different implications for welfare and policy. In general, changes in the permanent component of income inequality have been associated to changes in the price of skills, while changes in the transitory component have been related to income uncertainty, changes in labour market instability and also measurement error.
Typically, the literature has focused on this distinction by making comparisons across cohorts of individuals, mainly due to lack of individual data. However, much less attention has been paid to the differences in income inequality across occupations. Most of the empirical work on income inequality pool together two distinct groups of workers: self-employed and employees. This can be problematic to the extent that, as we will show, self-employed are essentially different from employees in the risk they face.
In this paper we analyze the role that the self-employed play in estimating income inequality. We show that, when pooling together individuals that are heterogeneous in relevant dimensions, misleading conclusions can be obtained about the evolution and relative contribution of permanent and transitory shocks.
The data we use come from the Spanish Family Expenditure Survey (Encuesta Continua de Presupuestos Familiares, ECPF hereafter), a rotating panel that covers the period 1986-1997. Following Blundell and Preston (1998) and Blundell et al. (2004) , we use the evolution of the variances and covariances of income and consumption to identify the contribution of permanent and transi-1 tory shocks to the evolution of income inequality, separately for self-employed and employees. We compare these results with the standard case where this distinction is neglected.
Our data set provides information on both income and consumption for the same household over several consecutive periods. This entails two main advantages with respect to other microeconomic data used in most of the literature so far. For example, Blundell and Preston (1998) and imputed consumption, which introduces additional noise in data. In this paper we overcome these problems by exploiting the unique characteristics of the ECPF: the longitudinal dimension of our data allows us to avoid incurring in aggregation bias, and the information on consumption allows for a more precise estimation of both the permanent and transitory components of income inequality.
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Self-employment is of considerable interest in their own right. On the one hand, self-employment rates have been increasing in many OECD countries over the last years 2 , being Spain one of the countries with the highest rates.
On the other hand, many governments have promoted policies to foster selfemployment as a way to alleviate unemployment. Therefore, it may be useful for policy-makers to take into account possible side effects of such policies in 1 Cutanda (2002) and Cutanda et al. (2004) also use the ECPF to decompose the changes in inequality into a permanent and a transitory component. However, they do not exploit the panel dimension of the data and focus on differences in inequality across cohorts. On the other hand, Cervini and Ramos (2006) , exploiting the panel dimension of the ECHP, analyze inequality for Spanish male earnings for the period 1993-2000 using only data on earnings.
2 Blau (1987) and Hamilton (2000) documented this trend for the US and Martinez-Granado (2002) for the UK and some other European countries, including Spain.
terms of inequality.
Recent papers have stressed the importance of accounting for heterogeneity between individuals when analyzing income inequality (Guvenen, 2005 , Primiceri and Van Rens, 2006) . They assume that income is subject to heterogeneous shocks predictable to the individual, but unobservable to the econometrician, as well as to permanent and transitory shocks, and estimate the contribution of each to total inequality. Following a different methodology, Dickens (2000) analyzes the covariance structure of individual earnings by cohort in the UK and stresses the differences in the evolution of permanent and transitory components across skills groups. A different strand of the literature has also provided some evidence that occupation is an important factor in explaining inequality trends. In particular, Jenkins (1995) , using decomposition of inequality indices, finds that self-employment income changes are among the key explanations for the changes in UK inequality in the 1980's. Parker (1999) analyzes UK self-employment and employee incomes separately and finds that the trend of employment and self-employment income inequality are largely explained by changes in the occupational structure. Falter (2006) , using Swiss data, identifies the variables that drive the earnings inequality differential. Torrini (2006) documents that self-employment is responsible for a significant part of the observed cross-countries differences in income inequality.
Our results show that self-employed face higher risk than employees and that there are noticeable differences in the evolution of income inequality, as well as in the relative importance of the permanent and transitory components across these groups. Specifically, we find that income inequality for employees follows a similar pattern to the sample which includes self-employed, employees and unemployed: it decreased until beginning of the 90s, went up approximately until 1994 and down again in the last two years of the sample. In turn for the self-employed there was a strong increase between 1986 and 1990 and a sharp 3 decrease from 1990 to 1992, to increase slightly at the end of the period. These trends can be mainly explained in terms of the transitory component of income for the self-employed, while the evolution of inequality for the employees is mainly driven by the permanent component, specially at the end of the period.
Given these disparities, it seems that these two sources of income should be studied separately and that different policies are suitable for each group. Also, there is no evidence that the transitory shocks are transmitted into consumption for any of the groups. Therefore, although the self-employed face higher income risk than the employees, it seems that they are able to insure it.
The rest of the paper is structured as follows. Section 2 presents the theoretical framework of the analysis and the identification strategy. Section 3 describes the data set used and discusses the evolution of income and consumption in the raw data. Section 4 presents the results and Section 5 concludes.
Model
In this Section, we first describe the income process. As it is customary in the literature, we assume that income is subject to both permanent and transitory shocks. In our case, these shocks will be different for self-employed and for employees. Second, we propose a standard linearized model of life cycle consumption which allows us to link income shocks and consumption. Finally, we explain how the contributions of permanent and transitory components to income inequality can be identified.
Income Dynamics
We consider a stochastic process for the log of real income, ln Y , given by:
where i, q and t denote household, quarter, and time respectively. Z it is a set of observable demographic characteristics and λ t is an aggregate shock that is 4 picked up through time dummy variables. The variables η iq (q = 1, ..., 4) are individual specific fixed quarterly effects and d qt is a dummy variable that takes value 1 if the observation in period t corresponds to the quarter q and zero otherwise. The inclusion of these quarterly individual fixed effects responds to the particular payment system of a considerable number of employed workers in
Spain, that get two extrapayments per year, one in December and the other in July. The payment scheme for a worker, unobservable for the econometrician, is determined by his job and can reasonably be taken as exogenous to the individual's choices. Then, the seasonal pattern of income varies randomly from one individual to another.
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The rest of the unexplained income is decomposed into two terms: a permanent component, P , and a transitory (mean reverting) component, v. As in previous empirical studies (e.g., Blundell and Preston, 1998, Blundell et al.
2004), we assume that the permanent component follows a random walk of the form:
where ζ it is a random term orthogonal to v it .
Combining Equations (1) and (2), it follows that income growth is
Our empirical specification of the income process will allow for heterogeneity in two different ways. First, the effect of observable factors Z it on income can be different for self-employed and employed workers. On the other hand, (unexplained) income changes because of a shock to permanent income, ζ it , and because of a change in the shock to transitory income, ∆v it . We will also allow for the variance of these shocks to be different for each occupation.
Consumption Growth
Under plausible assumptions about preferences for intertemporal consumption (see Browning and Lusardi, 1996) , it can be shown that the optimal consumption growth can be expressed as:
where C is consumption, Z is a vector of demographic variables (taste shifters), r and δ are the real interest rate and the subjective discount rate respectively, m it depends on the conditional variance of consumption, which can be interpreted as accounting for the precautionary motive for saving, and ς it is an innovation to consumption growth. Equation (4) holds for any household.
The innovation of consumption, ς it , can be directly related to the innovations to income. In particular, we follow Blundell and Preston (1998) and Blundell et al. (2004) and assume that the precautionary saving component in Equation (4) can be picked by cohort, j, and time, t, specific constants, Γ jt , plus some household specific deviation from these, ε it , which is white noise. Additionally, we assume that no part of the permanent shocks can be insured through precautionary saving and that the transitory shocks follow a MA(l) process,
with ϑ 0 ≡ 1 and where the order of the moving average, l, would be empirically determined.
Under these simplifying assumptions, we can derive the following equation that relates the growth of consumption to the permanent and transitory shocks to income:
where the parameter ϕ captures how transitory shocks are transmitted into consumption growth and the rest of the variables are as before. 4 Notice that 
Decomposition of Inequality
The main parameters of interest are the variance of the permanent shock to income, V ar (ζ it ), and the variance of the transitory shock to income, V ar (u it ).
These can be estimated using a panel of individuals with only information on income. Nonetheless, availability of consumption data allows for a better identification and more precise estimation of these two components and, as a byproduct, allows also for the estimation of other interesting parameters like the variance of the consumption shock, V ar (ε it ), and the degree of insurability of the transitory shocks, ϕ. We can identify all of them through a set of variances and covariances restrictions between income and consumption.
First, we remove the effect of demographic characteristics and aggregate terms in income and consumption growth:
where
Then, we exploit the panel structure of the data and derive the following moment conditions:
with time.
As it can be seen from the set of conditions (8)- (10), this strategy involves the estimation of the variance of the seasonal fixed effects (four additional parameters). Notice that we could also take four differences in income to get rid of these seasonal fixed effects and use a consumption growth equation also in fourth differences. 5 Thus, similar moments conditions could be used. If we followed this approach, only individuals that had been at least five consecutive periods in the sample could be used. In that case, more than 15% of the sample observations would be dropped. Therefore, our preferred strategy is to use the set of conditions based on the first differences of the consumption and income equations. The estimates of the variances through the set of conditions in fourth differences were just calculated as a robustness check of our results.
All these moments can be computed for any group of individuals (either employees or self-employed The availability of panel data has several advantages over a repeated crosssection analysis. In the latter case, identification requires making strong assumptions to get identification of the parameters of interest. In particular, one needs to assume cross-section orthogonality of consumption and income to past shocks, lack of serial correlation in transitory shocks, and lack of measurement error in consumption and income. Moreover, although with panel data identification of the variances of shocks to income strictly requires only data on income, consumption (which is closely related to permanent income) is an additional source of relevant information. Thus, the joint use of panel data on 5 In that case we obtain:
which does not contain seasonal fixed effects although introduces higher persistence with respect to the immediately previous periods that has to be accounted for.
consumption and income provides a richer set of overidentifying restrictions and improves efficiency of the estimates.
At this point a few words are due regarding the identification of the parameters of interest if consumption and income were subject to measurement error.
Our main purpose is to get consistent estimates of the transitory and permanent variances. The variance of the permanent component is identified under the maintained assumptions, but also under the presence of classical measurement error (additive and independent) either in the log income or in the log consumption. The only requirement for identification in that case is that the measurement error of log income is uncorrelated with the measurement error of log consumption.
With respect to the transitory component, the presence of measurement error in log consumption does not affect its identification: the variance of consumption shock (var(ε it )) would incorporate the variance of the measurement error. Moreover, the variance of the measurement error could be separately identified from var(ε it ) through the correlation between the growth in log consumption in t and t + 1. Nonetheless, we do not estimate them separately since This problem is likely to be more important among self-employed individuals for whom income is usually measured with more noise (see Blundell et al., 2004) .
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This section is divided in two subsections. First, we describe the data set and our sample selection. Our samples for self-employed and employees only include households whose head is in the same activity (either self-employment or employment) for three consecutive quarters. We have also carried out estimates for the usual sample selection in the literature, which includes households whose head is, at a given period of time, self-employed, employee or unemployed; we call this sample "All". Second, we present some descriptive statistics about the characteristics of these three samples.
The Data Set
The data we use come from the Spanish Family Expenditure Survey (ECPF) that covers the period between the 1st quarter of 1985 and the 1st quarter of 1997. 6 The ECPF is a rotating panel conducted by the National Institute of Statistics (INE). Out of the approximately 3,100 households interviewed, one eighth is renewed every quarter. As a result, we can follow a household for a maximum of eight consecutive quarters. Since the purpose of the ECPF is to compute the CPI for Spain, it contains comprehensive information on expenditure, disaggregated in 226 categories of goods and services. It also contains detailed information on income and demographic characteristics of the household. As pointed out before, these two features make this data set unique compared to other data typically used in similar studies for other countries, which either lack the longitudinal dimension or the information on both income and consumption.
We define consumption as quarterly household expenditure on non-durable goods, which is composed by the sum of expenditure on food, drinks, tobacco, clothing and footwear and energy and transport. Our data set also contains in-formation on expenditure on durable goods, but not on consumption of service flows. Since this is the relevant measure for us, we prefer to exclude durable expenditures from our measure of consumption. Nonetheless, other studies which do include some approximate measure of these flows do not find significant differences (see Preston, 1998, and Blundell et al., 2004) .
Income is defined as the quarterly monetary income earned by any member of the household net of taxes. Given that we focus on household inequality, it seems reasonable to use family income (instead of income of the head of the household), jointly with household consumption. Note that, as a consequence, we implicitly allow for insurance among family members. We exclude the returns from capital and income from assets, since typically these are imprecisely measured in survey data. 7 This means that for the self-employed our measure of income includes the part of the net profit that these individuals withdraw from their business in the form of salary and also exclude capital gains or losses. A household is classified as self-employed (employed) in period t when its head receives income from self-employment (paid-employment) in period t. A few households whose head declares to have both income from employment and from self-employment are excluded from their respective samples (although they are kept in the sample of "All"). Using household's heads to characterize households' occupations seems reasonable since in our sample around 80% of the household income is earned by the household head.
The step-by-step selection of our sample is illustrated in Table 1 . We focused on households headed by a male at working ages during the sample period;
thus he was born between 1920 and 1964 and additionally he is always less than 65 years old. We eliminated households with permanent visitors or that experienced a big change in their structure over the sample period, namely those in which the head changed marital status and those that experienced a change in the number of members bigger than one. We have also excluded households for whom relevant information was missing (they did not fully answer the survey or reported zero consumption or income). We also dropped households whose head worked in the agricultural sector, given the particular characteristics of selfemployment in this sector. Finally, we chose households that were interviewed at least for three consecutive periods, since we need this time length to apply the moment conditions described in the previous section.
As noted above, we use information on employment status of the head to allocate households to the three different samples. The final sample of employees is composed of 30,889 observations and 6,138 households, the sample of self-employed is composed of 5,535 observations and 1,494 households, and, finally, the sample of heads either in self-employment, employment or unemployment contains 55,852 observations and 9,292 households. For each sample this represents on average 997, 197, and 1,660 households per year, respectively. Table 2 shows descriptive statistics for our three samples. As it can be seen, self-employed household heads are on average older, less educated and tend to live in smaller municipalities than employees. Their wives also tend to be self-employed more often than employees' wives.
Descriptive Analysis
Regarding the occupation, unfortunately the ECPF only includes extremely basic information about sector of activity or type of occupation. Specifically, it only distinguishes among self-employed with employees and professionals and self-employed without employees. Most of the self-employed in our sample (75.2%) belong to the latter category. To add further evidence we use data from the Spanish Labour Force Survey (EPA). Using a comparable sample, according to the EPA in the period considered self-employment is relatively more frequent in retailing and construction, while employment is more frequent in services and manufacturing. Table 3 presents the distribution of self-employed and employees across occupational groups for the period 1994-1997. 9 Most selfemployed are managers of small business or skilled workers. The percentage of professionals has increased in both groups, although they represent a bigger proportion of employees than of self-employed. According to these figures heterogeneity among the self-employed does not seem to be bigger than among employees.
According to the EPA, self-employment rate in Spain is around 24% of the Spanish working male population for the period considered in this paper; this figure is well above the average in OECD countries. 10 Our data replicate the magnitude and the evolution of this rate. Figure 1 shows that the percentage of self-employed has been generally higher for those households in the lower tail of the consumption distribution (below the 20th percentile) and has increased more among those in the upper part of the distribution (above the 80th percentile). Table 4 provides a description of the distribution of income and consumption for our three samples (Employees, Self-Employed and All). We present the mean and standard deviation of both variables for the whole period, as well as different percentiles. The table shows that, except for the 99 percentile, household income of the self-employed is consistently bellow and exhibits greater dispersion than those of employees. 11 It is worth noticing that we measure total 9 In 1994 there was a change in the National Classification of Occupations (CNO). Given the aggregation of the occupational codes in the EPA, it is not possible to link data from 1994 onwards with data from previous years. 10 In US, UK and EU15 the average self-employment rates are 7.48%, 11.88%, and 12.82% respectively.
11 Hamilton (2000) and Carrington et al. (1996) find a similar pattern for the US.
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income and not earnings per hour. Therefore, we implicitly assume that selfemployed households might have already insured their higher risk in earnings per hour by working more hours. 12 Thus, our measure of risk is net of this possible insurance through the household labor supply. Furthermore, consumption is also lower and more volatile for self-employed households than for employees, although the differences are less pronounced than for income. Since consumption is less subject to underreporting than income, the fact that it is lower and more volatile for self-employed suggests that it is not only measurement error which is driving the differences in income.
Results
We first show the general evolution of inequality in Spain for our sample period;
specifically we compare trends for employees and self-employed. Then we discuss the relative importance of permanent and transitory shocks in explaining such trends for each occupation. Finally, we carry out some robustness checks to confirm that different pattern across occupations remained for groups defined according to year-of-birth cohort and education. Figure 2 shows the paths of the cross-sectional variances of log income and log consumption for the three samples of households: Employees, Self-Employed and All. 13 Three features can be highlighted from this figure. First, the evolution of income and consumption inequality is quite different for the different samples. Second, employees have lower income and consumption inequality than the other two groups of households. And, third consumption inequality tracks more closely income inequality for employees than for the other two samples.
Income and Consumption Inequality
Specifically, we can see that for the sample that includes all households income inequality tended to decrease during the late 1980's and to increase from 1992 to 1994. After this point, it decreased again. However, the variance of consumption remained more or less constant over the whole period.
Nevertheless, a different picture is obtained when we distinguish by occupation. Income inequality for employees follows a similar pattern to the sample of all households, with two main differences: as expected the level is lower, since the unemployed and self-employed are excluded from this sample, and the 1992 increase is less marked. However the differences in consumption inequality are substantial, since for this group of individuals the variance of consumption co-moves with the variance of income (the slope of both variances are almost equal). On the other hand, for self-employed the pattern of income inequality presents two distinctive periods. Before 1992 it is very different from the one found for the employees and for the "All" sample. It is characterized by a strong initial increase and by a strong decrease. After 1992 the evolution is more similar to that of the sample of all individuals. Moreover, the variance of consumption remains more or less flat up to 1992 but it experiences a slight increase, closer to the evolution of the variance in income, since then.
Given this different evolution, it seems reasonable to separately analyze these two groups of households. Additionally, the fact that income and consumption inequality for the whole period is higher for self-employed than for employees is evidence in favor of the greater risk of income faced by the self-employed.
It is also noticeable that the variance of consumption is in general bellow the variance of income, which might be reflecting the fact that individuals are able to insure (at least partially) the risk associated with their occupations.
Estimation Results: Permanent and Transitory Inequality
We follow the procedure described in Subsection 2.3 to decompose income inequality into a permanent and a transitory component. We first remove the 15 deterministic effect of observable characteristics on income and consumption.
For that, we regress the growth of log income and log consumption on dummies for education, marital status and full-part time employment of the head, occupation of the wife, dummies for population size, year and week. Separate regressions are carried out for households belonging to different cohorts defined by head's year of birth.
14 We work with the residuals of these regressions exploiting the set of restrictions in (8)- (10) for the samples of "Self-Employed", "Employees" and "All". Table 5 presents a battery of tests of joint significance of all the variances and covariances involved in the equations (8) This suggests that the parameter ϕ equals zero, which means that transitory shocks of income are not transmitted to consumption but insured away.
We now turn to the Minimum Distance Estimation. Table 6 presents the results for the basic specification. Along the lines of previous studies we obtain 14 See Table 2 for cohort's definition.
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statistically significant estimates of most of the parameters of interest. It is also worth mentioning that the variances of the seasonal component for the employees are significant; thus Spanish pay system induces a particular within year income dispersion for wage earners. In spite of the fact that seasonality can be important in some business sectors, we do not find such an effect for the self-employed.
The estimates of the MA and ϕ parameters confirms the descriptive evidence shown in Table 5 . Specifically, for the sample of employees and of all households there is evidence of a MA (2) and it accounts for a considerable amount of the cross-sectional variation in consumption. As mentioned above, this variance could partly include measurement error in consumption.
The estimated variances of the transitory and permanent shocks are more or less of the same magnitude for the employees. In turn, for the self-employed the relative contribution of the transitory shock to the variation in inequality is considerably higher: the variance of the transitory component is four times larger than the variance of the permanent shock. This could be partly attributed to the fact that the estimated transitory component incorporates the variance of the measurement error, which could be more important for self-employment income. But it is hard to believe that measurement error can evolve as much over time as to lead the time pattern of this component. Notwithstanding, the per-manent component for self-employed is much lower than for employees and for the sample which includes unemployed workers, while the opposite occurs with the transitory one. Table 7 presents the χ 2 12 tests of joint equality of permanent and transitory variances between samples. We find statistically significant differences for all cases, except for the permanent component between the sample of employees and "All".
In Figures 3 and 4 for employees and by 14% for the sample of all households. This is more than compensated by the decrease observed during the recovery period (1992) (1993) (1994) (1995) (1996) .
On the other hand, for the self-employed the variance of the transitory component is clearly pro-cyclical: it decreased by 43% in the 1987-1992 period and increased around 46% thereafter. 15 The increase of the variance of the transitory component for the samples of employees and "All" also coincides with a period of higher employment instability in Spain due to the widespread use of temporary contracts introduced around 1984. The reduction of the variance of 15 We find that transitory component of income inequality is negatively correlated with the GDP growth for the employees, whereas it is positively correlated for the self-employed. The estimated correlation coefficients are -0.5522 (with standard error 0.0626) and 0.5510 (with standard error 0.0634 ), respectively. the transitory component for the same groups from 1993-1994 coincides with the implementation of additional labour market reforms aimed at reducing the indiscriminate use of this type of contracts.
As to the relative importance of both components, our results show that the relative contribution of the transitory component for the self-employed has basically not changed over the period and it is around 80%. In turn, for the employees the relative contribution of the transitory component fell from 55%
in the period 1986-89 to around 40% in the period 1996-97.
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These results show the importance of separating these two groups of workers: once we account separately for self-employed individuals, the picture of the evolution of the permanent and the transitory component of income shocks changes significantly. The same conclusions hold when using the estimates from the specification in fourth differences for the employees and for the estimates using only income data, 18 although in this case some of the effects become just marginally significant.
Robustness check
We have shown remarkable differences in the evolution and relative importance of inequality components for employees and self-employed. It could be thought that such differences are not genuinely driven by occupation but by some other characteristics correlated with the type of occupation, such as year-of-birth cohort and education. We control for these variables in modelling the income process, but one may wonder whether income inequality itself varies across cohorts and levels of education for employees and self-employed. Ideally we would like to separately compute permanent and transitory components of income variance by groups defined in terms of occupation, cohort and educational level. How- 16 Cervini and Ramos (2006) also find for employees a reduction in the transitory volatility from 1993 onwards using only income data in the estimation. 17 This "relative contribution of the transitory component" is computed as the variance of the transitory shock over the sum of the variance of transitory and the the permanent shock. 18 They are available from the authors upon request.
ever, sample size limitations deter us from doing it. Alternatively, we repeat the previous exercise by splitting the sample firstly by cohort and occupation and, secondly, by educational level and occupation. To the extent that differences by occupation still remain, we can be more or less confident that occupation has a genuine role.
Consequently, we split the sample into four groups based on cohort and To compare the permanent and transitory inequality across occupationcohort and occupation-education groups, we estimate the model presented above for each group. The Minimum Distance estimates are presented in Tables 8 and   9 . In both cases we also estimate the model for the sample of "All" individuals.
The relevant exercise for us here is to compare the results between the employees and the self-employed by cohort and education. The differences between these groups can be seen more clearly in Figures 7 and 8 , where we have plotted the permanent and transitory components of variance. Again, we observe that in general the pattern for the sample of employees is quite similar to the pattern for the sample including all individuals. The average relative contribution of the transitory component is considerably higher for the self-employed than 20 for the employees in all cohorts and education groups. For instance, for the low educated group it represents around 30% for employees and almost 90%
for the self-employed; and for the oldest cohort these figures are 60% and 75%
respectively. We have also performed a test of equality of coefficients between employees and self-employed. Basically, we obtain that for some years the null hypothesis of equality cannot be rejected at conventional levels, specially for the permanent component. Nonetheless, this result is not surprising given the small sample size of some of the groups considered.
Conclusions
In this paper we have used Spanish panel data on income and consumption to analyze the evolution of income inequality for self-employed and employees over the period 1986 to 1997. In general, our results show that there are notable differences in the evolution of income inequality, as well as in the relative importance of the permanent and transitory components, across these groups.
Specifically, we find that income inequality for employees follows a similar pattern to the sample of all households: it decreased until beginning of the 90s, went up approximately until 1994 and down again in the last two years of the sample. In turn for the self-employed there was a strong increase between 1986 and 1990 and a sharp decrease from 1990 to 1992, to increase slightly at the end of the period. We also find that the self-employed face higher risk than employees.
Our results point that these trends can be basically explained by movements in the transitory component of income for the self-employed, while the evolution of inequality for the employees is mainly driven by the permanent component specially at the end of the period. Also, there is no evidence that the transitory shocks are transmitted into consumption for any of the groups. Therefore, although the self-employed face higher income risk than the employees (mainly due to transitory shocks), it seems that they are able to insure it.
Our finding that in Spain income inequality has not increased over the pe- However, none of these papers have investigated the importance of accounting separately for self-employment and employment incomes. We have found that the relative importance of the transitory and permanent components varies across occupations, having a higher weight the transitory component for the selfemployed. Given that changes in income inequality driven by transitory shocks will only have small effects on consumption inequality and welfare, our results suggest that it would be useful to do a separate analysis. 
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